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Even before 9/11, many state and local govern-
ments faced budget problems—symptoms of the
dot.com hangover and a slowing economy.
Connecticut wasn’t one of them.  Little more than a
year ago, the state still had a budget surplus, and its
“Rainy Day Fund” (RDF) boasted a healthy $595 mil-
lion balance —almost $200 per Connecticut resi-
dent.  No more.  The plug has been pulled on the
RDF to keep the budget deficit—$222 million for FY
2002—from being even larger.  And estimates of
deficits down the road are bigger still: up to $400
million for FY 2003.  Options to close the gap
include tax hikes, more borrowing, and program
cuts.  But before we choose our bitter pill, it’s useful
to see how Connecticut compares with other states
in the area of public spending.  The results might
just surprise you.
End of the Feast
The easy come, easy go days of the 1990s are
over, and Connecticut, like many other states, faces
some tough choices.  Higher taxes burden busi-
nesses and families and, in the long run, limit our
capacity to attract or retain valuable jobs and qual-
ified people to fill them.  But state spending cuts
produce similar effects by reducing the quantity
and quality of public services or by shifting the
burden to local governments—who again pass the
ill effects along to households and firms via local
program cuts or higher property taxes.  
State borrowing seems a less painful option to
politicians and the public, but more debt often just
delays difficult choices and makes it harder to bal-
ance future budgets because of poorer bond ratings
and higher debt-service costs.  And Connecticut
already has the 4th highest state debt per capita
($5,419 in FY 2000).  This debt, coupled with only
average holdings of cash and securities ($8,538),
places Connecticut dead last in relatively liquid
“public net worth” per capita ($3,119).  The state
has lots of other assets—buildings, land, roads and
railways—but most of this is not easily converted
to cash. 
Now that the feast is over and the waiter has
brought the unwelcome bill, what should we do?
Lacking large reserves, either in the RDF or in
liquid assets, the state may have to boost taxes, cut
outlays, or some combination of the two.  Political
opposition to new taxes in a wobbly economy,
however, probably tilts the scale toward spending
cuts.  This might please advocates of smaller gov-
ernment, who argue that there is always plenty of
fat to trim.  After all, at $4,910 in 2000,
Connecticut state government spending per capita
ranked 7th, more than 20% above the 50-state
average of $4,072.  But before we take the carving
knife to the state budget or shift the burden to
municipalities by slicing state aid to our 169
towns, we should take a closer and more compre-
hensive look at public spending in Connecticut.  
The Relatives Matter
Raw dollar measures of state government spend-
ing mean little.  First, interstate differences in the
organization of state and local government cloud
comparisons.  Besides state and municipal levels of
government, many states have strong county gov-
ernments.  In Connecticut and other New England
states, however, county government is a phantom.
Services routinely provided by county governments
in other states are delivered by state or municipal
governments in Connecticut.  Second, raw public
spending comparisons ignore key differences that
affect spending levels.  If, for example, the demand
for public services rises with income, wealthier
states will spend more on public services—not nec-
essarily because they are less efficient but because
residents demand more (or better) services.     
Mirroring an earlier study of public spending
(“Connecticut Government: Fit or Fat?” The
Connecticut Economy, Summer 1997, p.4), I again
look at five relative measures of government size:    
J   state and local governments’ share of gross
state product (GSP); 
J   state and local spending as a percent of GSP;
J   state and local spending as a percent of total
personal income; 
J   state and local public employment per 10,000
residents; and 
J   state and local public employment as a percent
of total nonfarm employment.
The data used here merge all nonfederal levels of
government—municipal, county, and state—regard-
less of how specific activities are allocated among
these layers of government.  Because “local”
encompasses both county and municipal govern-
ments, these measures of state and local public
sector size avoid many of the problems that arise
in comparing just state government spending or
just local government spending, due to dissimilar
roles of county government in various states or
other organizational differences.  
The table shows the results of these comparisons
for all 50 states.  The state and local government
share of GSP (column 1) ranges from 0.115 in West
Virginia down to 0.062 in New Hampshire.  The
latter number reinforces New Hampshire’s frugal
reputation.  More surprising is the fact that
Connecticut’s share ranks 49th and is only a hair
above (0.067) New Hampshire’s figure.  
A problem with the preceding measure of size is
that activities or services which are “outsourced”
or “contracted out” will appear as private-sector
GSP, making the government’s share of GSP look
artificially small.  Looking instead at state and
local expenditures as a percent of GSP (column 2),
we can better account for services that are either
produced or financed by government.  By this sec-
ond measure of government size, Connecticut’s
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14.9% figure still lies near the bottom (45th),
much closer to New Hampshire’s slim 13.5% than
to Alaska’s hefty 31.8%. 
As noted earlier, wealthier states tend to spend
more on public services.  Our third measure of
government size controls for this fact by looking at
state and local government spending as a percent of
total personal income (column 3).  While
Connecticut ranks 7th in the dollar amount of state
and local spending per capita (not shown), it ranks
only 48th when we measure spending relative to
personal income.  Again, Connecticut’s 17.1% is
much closer to New Hampshire’s 15.8% than to
Alaska’s staggering 46.2%.  Like Connecticut—the
top state in income—some other high-income
states spend relatively small percentages of total
personal income on state and local government:
Massachusetts 18.8%, New Jersey 17.7%,
Maryland 16.8%, and Colorado 18.4%.  But high
income does not ensure that a low percentage
will be spent on public services.  In New York, for
example, state and local spending is 26.2% of
personal income—4th highest among the 50
states.
The final two variables in the table use employ-
ment data to measure the relative size of govern-
ment.  Based on the number of state and local
full-time equivalent (FTE) employees per 10,000
residents (column 4), Connecticut’s figure of 518
ranks 39th, less than two-thirds of Wyoming’s
806, but about 23% higher than Nevada’s 420.
Relative to total nonfarm employment (column 5),
Connecticut’s state and local government employ-
ment (10.4%) is even further down the list, at
43rd.  Nevada again ranks 50th, at 8.2%—less
than half the 17.0% figure posted by that bastion
of independence ... and big government, Alaska.  
Some Taxing Thoughts
Ordering the states based on the average of the
five rankings (column 6) places Connecticut 49th,
next to 50th-place New Hampshire.  The overall
ranking reinforces our view of thrifty New
Hampshire, one of the few states to have no sales
tax and to limit its income tax to dividends, inter-
est, and capital gains, but they conflict sharply
with the popular view of Connecticut as an over-
taxed, free-spending state.  By any of our mea-
sures of government size—relative to GSP, person-
al income, population, or employment—state and
local government in Connecticut looks pretty
trim.  If so, efforts to balance the state’s budget
by slashing programs or shifting spending com-
mitments to municipalities may be less feasible
than selectively raising state taxes ... knew you’d
like to hear that.
Connecticut must address its budget problems,
and raising taxes may be one of the few levers
left to pull.  But if we do so, we also should try to
preserve a lean public sector, especially in the
long run.  There’s some evidence that states with
relatively smaller state and local governments
enjoy more rapid economic growth.  For example,
among the top 10 (larger government) states in
the overall ranking, GSP per capita grew by an
average of 44.4% over the decade 1990-2000.
The bottom ten (smaller government) states aver-
aged 58.2% growth over the same period.
Connecticut’s figure was 55.4%—enough to allow
it to climb from 3rd to 1st in GSP per capita. Had
Connecticut’s GSP per head grown at the 44.4%
average, it would have ranked only 4th in 2000.
Break Out the Windex
The challenge to public officials?  Restore
Connecticut’s budget to some semblance of bal-
ance without compunding the problems already
posed by a lackluster national economy—not an
easy task.  Connecticut’s economy fared well over
the last decade relative to most other states.
Whatever emergency measures we adopt to cope
with the current budget shortfall, we need to be
thinking about the longer-term effects of such poli-
cies and whether they can be easily “undone” if
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Relative Measures of State and Local
Government Size: Connecticut Still Looks Lean
Source: Developed by The Connecticut Economy based on data from the Bureau of Labor Statistics,
The Bureau of Economic Analysis and the U.S. Census Bureau.